Victor Tremblay-Professor of Economics OSU
Abstract:
In this paper we develop a stochastic version of a dynamic Cournot model. The model is dynamic because firms are slow to adjust output in response to changes in their economic environment. The model is stochastic due to unexpected demand or cost shocks. We capture these shocks with Brownian motion. The model demonstrates that the limiting output level of the game is a random variable rather than a constant that is found in the non-stochastic case. In addition, the limiting variance in firm output is smaller with more firms. Finally, the model predicts that firm failure is more likely for smaller firms and in markets that are smaller and have greater volatility.
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